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Forwardcontractsfor marketingbeef cattle

By D. J. Barker,
Acting Principal Research
Beef Branch

However, heavier carcases cool more
slowly than lighter ones, especially
those that are leaner, and are thus
less prone to 'cold toughening'
through chilling too rapidly after
slaugher.

Officer,

Beef producers in Western Australia
have established a scheme for
marketing cattle of specified quality,
at a price negotiated in advance with
the buyer.
This eliminates the financial risk for
the producer in feeding beef cattle
and ensures a supply of quality beef
for the meat industry and the
consumer. However the contracts can
only be profitable if the producer
'does his homework' properly. This
article outlines the items he should
consider.
Background
The supply of high quality beef for
the autumn and winter market in
Western Australia has been
extremely erratic both in volume and
in financial viability to the producer.
The fundamental problems:
• The extra costs of high quality
feeds necessary for turning off high
quality beef in autumn and winter, as
a consequence of the lack of high
quality pasture in the preceding
months.
• The lack of co-ordination of
production with demand, which has
resulted in very wide fluctuations in
supplies and prices within and
between years.
In addition to these problems,
continuity of supply of a suitable
product could be a very important
consideration if export markets for
quality beef are to be developed. This
is not likely to be attainable under
the present unco-ordinated
production/ marketing system.
For the meat industry the options
are:
• To rely on Western Australian
producers to provide an adequate
supply on a speculative basis.
• To obtain a supply from other
sources.
• To contract purchase ahead.
• To suffer a reduction in business
and fail to provide consumers with
the amount and quality of beef they
require.
The first option is increasingly
uncertain as the State's beef herd

Fatness is very important as it
affects:
• the cost of breaking down carcases;
• the yield of salable meat;
• the susceptibility to 'cold
toughening'; and
• the fat content of the cuts of beef
produced.

• Sale by auction. Its fluctuating price results
have disappointed many grain-fed beef
producers.

declines, feed costs increase, and
producers change to other farm
activities.
The second option is likely to reduce
total profit to the meat industry
because transport costs and the
higher prices of beef of similar
quality from alternative sources,
would reduce the level of
consumption.
The third option, contract purchasing
ahead, is the most certain to meet the
needs of all parties, including
consumers.
Definition of the product
The most meaningful criteria for
determining the suitability and values
of carcases for different end-uses are
age (by dentition), sex, weight and
fatness.
Age is important because of its effect
on tenderness. Young cattle with up
to two permanent incisor teeth are
the most suitable for the local baby
beef market.
Sex has little real effect on the eating
quality of young cattle but the local
meat trade often prefers steers and
discriminates against females, stags
and bulls.
Carcase weight is associated with the
size of T-bones and rumps and for
this reason, many butchers discount
carcases heavier than about 200 kg.
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Some of these effects of increasing
fatness increase the value of a carcase
while others reduce both value and
quality. But in general, butchers
prefer a carcase carrying between 5
and 10 mm of fat cover over the eye
muscle at the 12th rib for the local
trade (condition score 3 and 4).
Other specifications may include the
colour of meat and fat.

Delivery
When marketing through a forward
contract in which the price is based
upon carcase characteristics, the
seller will incur the cost of transport
to the point of delivery unless
otherwise agreed with the purchaser.
The point of delivery normally will
be an abattoir, and the period of
delivery a particular week or
fortnight, the actual date being
finalised by agreement nearer that
time.

Carcase weight
Preferably, carcase weight should be
determined on the basis of 'hot
weight with fats out and tail off', as
this is most likely to be adopted as
the standard Australian carcase in
future. However, at present some
abattoirs do not dress and weigh
according to this basis. The most
common alternative is the use of 'fats
in and chilled or shrunk weight'. For
steers in condition score 3 or 4 the
'fats out' carcase is about 4 per cent
lighter than the 'fats in' carcase. Hot
weight is usually 2 to 3 per cent
higher than 'chilled' or 'shrunk'
weight.

Prices
To give a similar return per animal,
prices per kilogram must be increased
by the same percentage as the carcase

weight is decreased, because of the
use of a different basis, and vice

versa. To obtain the same price per
carcase, quotes per kilogram on a
'fats in and shrunk weight' basis must
be I to 2 per cent higher than on a
'hot weight, fats out' basis.
Prices are normally lowest in
December and January and highest
in July and August,
The most important aspect of price
setting is the negotiation of a price
which is adequately profitable for
both the producer and the meat
industry while supplying consumers
with beef of the required quality at
an affordableprice.
There is, each year, a price level
below which it is unprofitable for
producers to feed cattle for the
autumn and winter market, and this
is largely determined by the value of
store cattle and the cost of the
feedstuffs used to 'finish' them.
Whether marketing through a
forward contract system or on a
speculative basis on the winter
market, it is good management to be
aware of the inputs and outputs and
costs of alternative feeding strategies
under current conditions. When
feedstuffs are relatively costly and
beef relatively cheap such estimations
are even more important if large
monetary losses are to be avoided.
There is a large amount of data on
which to base these estimates in
Farmnote No. 6/82, by the
Department's beef Branch.
Discounts can be expected for
carcases which deviate from the
specifications in the contract, and the
likelihood of disagreements at
delivery will be reduced if these
discount rates are included in the
contract.
Underweight carcases incur
marginally higher slaughtering and
dressing costs per kilogram, but are
usually readily marketable. If the cost
of slaughtering and dressing (less the
value of hide and offals) is $25 for
the 150 kg to 200 kg carcase weightrange, the net cost is l 7c/ kg for the
150 kg carcase and l 2.5c/ kg for the
200 kg carcase. The difference of
4.5c/ kg for the 50 kg less weight is an
appropriate price penalty or
discount. It is about I c/ kg per IO kg
underweight.

Different discount rates would apply
to overweight carcases, which
actually incur less cost per kilogram
to slaughter and dress, but are often
less readily marketable. Appropriate
discount rates in this case could vary
widely depending upon different
purchasers' marketing practices.
Under-finished carcases yield a
higher percentage of meat but may
appear less attractive and be less
tender unless specially processed. The
meat trade often discounts such
carcases by about 10 per cent per
condition score below 4 ( or about 3
per cent per millimetre less fat cover
than 7 mm), which seems excessive in
comparison with the cost of
processing to avoid toughening.
Discounts for over-fatness should be
related to the cost of extra trimming
of excess fat, the reduction in
percentage yield of meat from the
carcase and the effects on
marketablity. The most readily
measured of these is the reduction in
percentage yield of retail cuts, which
is about I per cent per I mm carcase
fat cover measurement. Thus,
discounts of at least this rate should
be expected for over-fatness.
The gross price, as agreed in the
contract, also could be subject to the
following deductions:
• The Cattle Industry Compensation
Act levy, payable on all sales of cattle
in Western Australia. For
convenience, this levy is often paid by
the buyer but is deducted from the
purchase price, since it is a levy on
sales, not purchases.
• The cost of transport, if arranged
by the purchaser on behalf of the
seller. This cost usually is carried by
the seller in sales by direct
consignment to abattoirs.
• The Commonwealth levy for meat
inspection, for Australian Meat and
Livestock Corporation activities and
research and development. This levy
also, usually is paid by the purchaser
and deducted from the purchase price
as it is the responsibility of the owner
at the time of slaughter.
• Slaughtering and dressing costs
(less the value of hides and offals).
Usually this cost is carried by the
buyer in sales by direct consignment.
If the purchaser is having the animals
slaughtered and dressed at a service
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abattoir owned by a third party there
will be less risk of misunderstanding
and confusion at delivery if the
responsibility for payment of
slaughtering and dressing costs is
included in the contract.
Special conditions
Certain buyers may wish to impose a
discount for, or to exclude, carcases
with particular unattractive features
such as excessively dark meat or
excessively yellow fat colour. The
acceptable limits for colour can be
defined by reference to standard
'meat and fat colour' charts
developed by the Department of
Agriculture's Classification Section.
'Dark-cutting' is usually a
consequence of stress before
slaughter, which is most common in
temperamental cattle and those
subjected to much travelling and
handling without adequate rest and
feed through saleyards and lairages.
Yellow fat is most commonly a
problem in particular breed types.
especially Guernseys and their
crosses, sometimes in Jerseys, and
their crosses, and occasionally other
breeds.
Any other special conditions should
be clearly understood by both parties
when the contract is made, to avoid
disputes or disappointments at the
time of delivery.
Contract-marketing in Western
Australia

In Western Australia, contract
marketing is a relatively new
development which began as a means
of improving supplies of quality beef
in autumn and winter on an informal
person-to-person basis. The first
organised scheme for creating formal
forward marketing contracts was
developed in late 1981 by the United
Beef Breeders Association, and
provided three important
innovations:
• Formal contracts
• Continuing forward market
intelligence information for both
producers and the meat industry
• An associated "Blue Ribbon Beef"
scheme incorporating the branding of
carcases which meet certain
specifications, thus identifying them
through to the consumer and
providing a basis for promotional
effort.

